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Full Employment and Corporation Management 


Again we offer our readers, in excerpt and summary, one of the chapters of the Brooking’s Institu- 
tion’s noteworthy forthcoming book, Price-Making in a Democracy by E. G. Nourse. It is Chapter XI. 
(Pamphlet No. 51) “Basic Criteria of Price Policy.”’* 


Dr. Nourse here continues to build up a case for states- 
manship in business and industrial management. He has 
already made it clear that free competition in the “pure” 
sense is a figment, having no historical reality. He has 
showed that “administered price” as a substitute for mar- 
ket mechanisms is a sound conception, but that managers 
have a dangerous tendency to “administer” prices in ac- 
cord with short-sighted policy that lays no foundation for 
real prosperity. In this chapter he develops the criteria 
of a price policy that reckons with the future. 


The Money Goal 

“Common sense and every-day experience,” says Dr. 
Nourse, “teach us that business is conducted for the pur- 
pose of making money. A given businessman may be 
strongly animated by the enthusiasm of the inventor or an 
almost missionary zeal to get some new form of want- 
satisiying goods into the hands of the largest possible 
number of consumers. But, as has already been observed, 
... by and large, ‘men do not go into business “for their 
health,” but to get ahead, to make gains.’ To say, how- 
ever, that money-making is the goal of business immedi- 
ately raises three rather troublesome—and interrelated— 
questions : (1) How much money? (2) By what means? 
and (3) Money (profits or gains) for whom?” 

“Short answers” to these questions are (1) “As much 
as possible”; (2) “By skill and by bargaining strength” ; 
(3) “Profits for the owners.” But the amount of money 
it is “possible” to make and still preserve the life of the 
enterprise is a matter to be determined. And while skill 
directed toward increasing efficiency serves both the in- 
dividual concern and the community as a whole, bargain- 
ing strength may be exerted at the expense of competitors 
and consumers. Hence discriminating thought is neces- 
sary. Finally, “profits for the owners” is too simple a 
formula. for the “economic interests of owners, workers, 
and the public are interrelated.” 


Maximizing Profits 
The time perspective is all-important: “If the managers 
of modern industrial and distributive business are con- 
cerned about maximum returns from a somewhat perma- 
nent stream of transactions, they cannot with impunity 
follow the simple rule ‘charge all the traffic [at the mo- 
ment] will bear’ when they sell and exert all their strength 


*For other chapters see INFORMATION SERVICE April 18, May 16, 
Septembe, 26 and November 7, 1942, and April 17, 1943. 


as large buyers to depress the prices at which they buy. 
‘They must in their own ultimate interest assume some 
responsibility for the future economic situations in which 
they must continue to buy or in which they desire to sell. 
Industrial managers today have mastered the lessons 
learned by the early factory owners as to the need to keep 
wages up to a high efficiency level... . Many of them are 
also conscious of the fact that the major source of general 
purchasing power is the nation’s payroll and that there 
must be equilibration between it and the market volume 
of goods at the prices at which they are offered... . They 
may consider also the mutual adjustment between the rate 
at which labor-saving machinery is introduced and the 
absorption of displaced workers as conditioned by the 
prices being charged for products under the new technique 
and the ‘elasticity of demand’ for these and other goods.”** 

The way capital in an economy like ours gets out of 
productive use is thus explained: “If the firm’s profit is 
currently disbursed to the owners and promptly spent by 
them on consumption goods, or is promptly put back into 
active investments, not hoarded funds or unused plant, 
the flow from production to purchasing power and back to 
new production is maintained at full tide. But on the 
other hand, the rate of profits made for owners may prove 
so high that (in view of the concentration of ownership) 
they cannot spend it all on personal consumption and yet 
do not promptly find investment outlets in which it will 
be immediately converted into productive goods or so in- 
vested or plowed back into their own company, it may 
fail to be fully employed. Then the labor that went into 
the production of that capital, instead of multiplying fu- 
ture real income, is withdrawn from even current con- 
sumption.” 

Holding on to “Assets” 


There are many signs that the short-sightedness of poli- 
cies that promote the disuse of capital is being sensed by 
business management. But a big obstacle in the way of 


*** Whether any of the research techniques available to us could 
show it or not, it seems likely that labor-saving machines have 
been introduced faster than their economic consequences could be 
assimilated into the total price structure in the light of the under- 
standing of these relationships which price makers as a whole have 
had. While the remedy for this situation is not to be found in Mr. 
Gandhi’s gospel of the spinning wheel, it is probably true that 
American industry would, on balance, have done better with a 
somewhat slower introduction of such technological improvements 
when unaccompanied by a sufficiently courageous policy of price 
reduction.” 
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such progress is “the belief that the rate of profits to the 
owners must be high enough to maintain existing book 
values, high enough to attract new capital into the given 
industry or into business in general. Asset values, once 
entered on the company’s books either because of past 
proiit experience or as an expression of future hope of 
protit, condition subsequent pricing policy, sometimes very 
strongly. Lhe philosophy that these valuations must be 
defended, however high, and if possible enhanced still fur- 
ther, operates, as a criterion of business policy, toward 
the maiitenance of wide profit margins per unit of output 
or a high rate of profits in the next quarter or year.” 

\Vhen the asset value is threatened, limitation of output 
is resorted to: “If it appears that, with prospective de- 
mand, such margin or rate of profit would not be main- 
tained, then a common practice has been to try to protect 
the asset value by withholding productive properties from 
full utilization, Kestriction ot supply is relied upon as the 
means of supporting price on a scarcity level, thereby pre- 
venting the ‘impairment’ of asset values. The ultimate 
result of such a procedure is to create unemployment, 
which restricts the market and thus impairs even the earn- 
ing power which had already been found inadequate to 
support previous asset valuations. The more stubborn the 
insistence on book values of assets, the more the tendency 
to make business break instead of bending to the force of 
an actual business situation.” 

( This is the policy that has been continually resorted to 
in American industry, by management in the interest of 
“assets” and by labor in the interest of wage rates. When 
the same device was reluctantly adopted in 1933 by the 
Agricultural Adjustment Administration it was denounced 
as an innovation—an economy of scarcity—though it was 
in reality a resort in emergency to the time-honored cus- 
tom of limiting output to bolster price—The Editor. ) 

A very prominent corporation executive is quoted in 
defense of the orthodox position. “You must charge a 
price, under any given condition, which covers all of your 
costs—including the cost of carrying unused capacity— 
and returns a reasonable profit. If you fail to charge 
such a price, you must give something away. And in 
business, if you continue to give something away for very 
long, you eventually give the business away. No one is 
justified in asking business to do this.” 

Dr. Nourse argues that this fear of impairment of “as- 
sets” is often misplaced—that “disastrous economic con- 
sequences do not necessarily follow from impairment of 
asset values.” Putting a company “through the wringer” 
may have highly salutary results. In one of his illuminating 
footnotes he says, “This reorganization of capital struc- 
ture when accompanied by a change in managerial person- 
nel constitutes an important qualification to the oft-re- 
peated assertion that an enterpriser must make enough 
profits to keep him in business if the community is to be 
served. It may be necessary for him to yield management 
to other hands if the resources which he has formerly 
been directing are to be able to deliver their productive 
contribution in fullest measure.” 

Dr. Nourse pays his respects to Carl Snyder's book. 
Capital the Creator, in which he says the author has “put 
forth in stark simplicity the favorable aspects of the case 
for unlimited capital formation.” He comments: “Such 
an economic philosophy (or religion of wealth) reduces 
capital goods and capital funds to the role of ‘sacred cows,’ 


worshipfully tended by a people suffering from deficiencies | 


of both meat and milk.” 

It seems probable to Dr. Nourse that “capital shortage 
will be much less of a threat to national prosperity than 
possible labor disuse. First concern should be given to 


providing such a disbursement of purchasing power as wil] 
assure taking promptly from the market all the goods tha 
the whole labor supply can produce with a plant of its 
then size and degree of efficiency. Once that is done, we 
shall find that the problem of capital accumulation, in the 
interest of supplying the economy with yet larger or 
more efficient plant, presents no real difficulty under cop. 
ditions of full-scale operation and the business confidence 
which full operation engenders.” 


The Role of Management 


The management of business and industrial corporations 
is seen as a professional task. Between the old notion oj 
automatic price making and that of authoritarian collec. 
tivist control there is a middle ground, where manage. 
ment becomes professional administration. “It has been 
customary to refer to professional management as trustee 
for the owners. It is perhaps truer or would be more help- 
ful in future to think of professional managers as trustees 
for the economy, their objective being to cause the indi- 
vidual company to function with the highest degree of eco- 
nomic efficiency as an interrelated part of the total busi- 
ness process.” Such management would see that “even in 
a capitalist economy the attainment of maximum profits 
or asset values for owners cannot be taken as a proximate 
end of current operations. It is one ultimate objective of 
a complex economic process. Since natural resources and 
man’s machines reach their highest earning power only 
when fully manned, the criterion of action or of operative 
policy by which profit maximization is to be approached 
must be full employment of the labor resource. Such a 
restatement of the criterion of capitalistic management 
may at first sound seem revolutionary. But the only 
sense in which it challenges conventional economic and 
business thinking is in its rejection of the tenet of capi- 
talistic fundamentalism—that capital has some mystic su- 
periority over other factors of production as a claimant to 
returns or as it challenges a belief that such priority can 
be granted without upsetting the balance of economic 
forces.” 

A footnote here brings labor into this picture: “Thus 
far, labor has not been able, nor has it really desired, to 
take responsibility for the operation of the system. But 
in so far as it becomes cognizant of the results of its own 
exercise of power it would have to adopt this same cri- 
terion of full employment as superior to its customary ex- 
acting of the highest rate that can be secured by the exer- 
cise of its control of supply.” 


Full Employment as Criterion 


The controlling principle becomes the utilization of the 
entire labor supply. Full employment is, of course, not 
an absolute term. Dr. Nourse notes that there is wide 
agreement that five per cent of the nominal labor force of 
an industrial country is likely to be unutilized at any given 
time under the most favorable conditions. Full employ- 
ment would mean, then, roughly, not more than three 
million unemployed. 

Hitherto this concept has been associated with a collec- 
livist economy, and irrelevant to an economy of private 
concerns. “It has not appeared practically possible for 
these firms to set up individual employment quotas or to 
accept or assume responsibility for any particular labor 
force as did pater familias under simple schemes of eco- 
nomic organization or as government does in Fascist coun- 
tries or would do under a planned economy in the United 
States.” Now, however, such powerful corporations as 
the General Electric Company, the Aluminum Company 
of America (ALCOA), and the American Rolling Mill 
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Company (ARMCO) are speaking a new language. Says 
ALCOA in an advertisement : 

“Americans look ahead .. . They see that jobs for all are 
the first essential to a peaceful peace. . . . The number of 
men you can keep on your payroll; and the number of 
new ones you can add to your payroll, when this thing is 
over, is the real measure of how good a peace we have 
won... . Lhere are millions of new jobs to be made when 
this war is over. They are your responsibility and ours. 

“As we see it, the only thing that will keep men em- 
ployed then is a large dose of Imagineering right now. 
_.. We coined the word to describe the audacious imagi- 
nation, plus action, which is needed to outwit the future. 
... The word pins down the thought that it is the indi- 


vidual executive, daring to let his imagination soar, and _ 


then engineering it down to earth—it is you doing just 
that to your business, who will win the peace for your- 
self, and for America... .” 


Charles E. Wilson, while still president of General Elec- 
tric, set the goal for industry “that all employables will be 
kept employed—and that the preponderant majority will 
find employment on the payrolls of the private enterprise 
system.” And David C. Prince, vice-president of General 
Electric, is quoted as accepting for his company responsi- 
bility for absorbing its share of the unemployed after the 
war. “If.we do not find work for them and if other com- 
panies in the same position do not find work for their ex- 
cess personnel, unemployment will become a problem 
again. That means that the country will not reach the 
110-billion-dollar output figure and that, in turn, the elec- 
trical component will be smaller than we have estimated 
and our share smaller. Then we shall find ourselves 
with an even larger group of excess employees. Thus the 
best thing to do is just to assume that we must find jobs 
for all the people left on our hands.” 

Dr. Nourse applauds all such sentiments but fears that 
the responsibility thus assumed is not enough—does not 
begin early enough. He fears too much reliance is being 
placed on government to maintain the purchasing power 
level necessary to full employment. ‘“‘There is no intima- 
tion that the General Electric Company, the Aluminum 
Company of America, General Motors, du Pont, U. S. 
Steel, and the rest would themselves need to assume or 
accept responsibility for disbursing the purchasing power 
necessary to take off the market the whole product turned 
out by a fully employed people. It would seem that Mr. 
Prince is ready to join the large and, one fears, growing 
ranks of those who are ready to rely on continual trans- 
fusions from the public Treasury to keep ‘private’ busi- 
ness alive.” 

The Committee on Economic Development, which rep- 
resents a movement “to promote company-by-company 
planning for postwar opportunities . . . jobs and the pro- 
duction in private enterprise which can create jobs’ also 
arouses some misgivings in the author’s mind. Paul Hofft- 
man of Studebaker Corporation, its chairman, is quoted: 
“We have got to have a rip-roaring, hell-raising, risk- 
taking economy. We feel that if a million American en- 
terprisers get into action now, the 130 million Americans 
will be able to plan their own lives lives after the war.” 
But he adds that there must be a favorable “political cli- 
mate’ after the war if this is to come about. Says Dr. 
Nourse: “If this means a climate favorable to the funda- 
mentalist claims of capital, one which would lower wages 
and abate taxes on business so that profits rates might be 
put back (after war deprivations) as high as those that 
determined the withholding rates of capital before the war, 
then we should soon be back at the business stagnation 
and high unemployment that gripped us in the thirties.” 
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And again, “The ‘rip-roaring, hell-raising, risk-taking 
economy’ which Mr. Hoffman envisages for the postwar 
period might take on the character of previous excesses in 
times of easy spending or curtailed supply. Such a result 
would follow from charging all the traffic will bear in a 
period when long-deferred consumer wants and abundant 
consumer purchasing power are released into a market 
which is still not back to normal peacetime production. In 
the first few years after the close of the war, reversion to 
easy-going and short-range interpretations of the profit 
principle will be easy and to many business men will doubt- 
less seem ‘smart.’ ’’ (In a footnote: “The writer has been 
told by several informed persons that there is a consider- 
able wing of business opinion that looks forward to a 
period soon after the war in which they expect and are 
preparing to make the last big ‘killing’ in the way of pri- 
vate profits before private business is taken over by the 
state. ‘After us, the deluge.’ ” 

Vinally Eric Johnston, president of the United States 
Chamber of Commerce, is quoted: “Whatever immediate 
advantages any element in the population may grab, must 
be paid for a hundredfold ultimately in imbalance and 
chaos. Intelligent self-interest demands that the well-be- 
ing of the whole .\merican people be made the sole and 
final criterion of action. .. . 

“We have mastered the art of mass production. It now 
remains for us to master the art of mass distribution, so 
that the products of our magnificent industrial machine 
may be ever more widely spread among all our people. 
‘Lhis is no longer a pious wish. It is a concrete necessity. 
\Ve are geared for unprecedented output of the essentials 
of life as well as the refinements of living. . . . To absorb 
that tremendous output, business and labor and agricul- 
ture must cooperate to maintain full employment, high 
wages, and maximum purchasing power. . . . 

“Only the wilfuly bind can tail to see that the old- 
style capitalism of a primitive freebooting period is gone 
forever. ‘The capitalism of complete laissez-faire, which 
thrived on low wages and maximum profits or minimum 
turnover, which rejected collective bargaining and fought 
against justified public regulation of the competitive proc- 
ess, is a thing of the past. Those who would turn back 
the clock of history in this respect are as unrealistic in 
their way as the addle-brained paper planners of our eco- 
nomic salvation. 

“American economy ... today... is gearing itself for 
iow profits on a great turnover.” 

Says Dr. Nourse: “Clearly this would shift the criterion 
of profit-seeking management away from high margin per 
unit of product. Would it identify it with high rate of 
profit on invested capital? Or with high total profits in 
the long run resulting from more moderate rates current- 
ly? Here, too, the record is thus far silent, and we shall 
have to await future speeches of Mr. Johnston or future 
activities of the Chamber of Commerce.” He wants ex- 
plicit recognition oi the necessity for “lower unit prices” 
and “abstemious rates of profit’ as a means to general 
prosperity. “If the reconversion to private peacetime 
operations is to be made smoothly, swiftly, and effectively, 
it is necessary that the responsible executives of business 
shall understand the process of economic adjustment 
whose execution lies in their hands. They must take the 
necessary steps voluntarily, planfully, and in advance, 
rather than having unforeseen situations suddenly thrust 
upon them for such hastily improvised action as may then 
suggest itself or for such blind defensive reactions as might 
then emerge. A survey of recent business history strongly 
suggests that if businessmen convert to full-scale produc- 
tion on the tacit assumption that goods are to be moved 
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on current or higher price levels, only to find that that 
volume cannot be moved at that level, we are likely to 
have chaotic market conditions and mounting inventories, 
which become the signal for protective and perhaps pan- 
icky shutdowns of plant.” 


The Conclusion of the Matter 


ITere, then, is the principle that emerges in the low- 
price policy: “The specific criterion which it offers to the 
executive of the individual firm is that of passing techno- 
logical gains on to the consumer in the form of lower 
prices. Ly this method he systematically and dependably 
translates private enterprise into higher efficiency and this, 
instead of being dissipated in unemployment (the same 
volume of product with less labor) is fruitfully realized in 
larger national product and higher scales of living for 
everyone (more goods with the same labor—that is, the 
total labor force).” 


The role of government is to be considered in a later 
chapter. However, the author has made it clear that the 
icwer eggs put in the government basket, the better he will 
like it. “Business,” he says, “could well afford to pay 
taxes even that trenched on capital surplus during a few 
transition years in the interest of maintaining full private 
employment and demonstrating the possibility of curtail- 
ing the program of public spending. It is clear that if the 
tax burden for government activities carried by a fully- 
employed people cannot be borne by industry operating at 
iull scale, the heavier burden of government seeking to 
coinpensate for the lack of private business activity could 
much less be borne by partially employed industry.” 

The final paragraph reads: “Throughout this chapter, 
the writer has had to contend with an expositional diff- 
culty which he could find no way of meeting satisfactorily. 
It fas seemed necessary at many points to talk of business- 
men as accepting lower profits, or lower asset valuations, 
whereas there 1s every reason to suppose that in a majority 
of cases the courageous and consistent pursuit of the 
policies outlined would eventually produce a larger flow 
of profits and better sustained capital values. The matter 
might be stated in the form of a paradox by saying: 
valuing assets at a lower figure would make them more 
valuable, and willingness to accept smaller profits would 
inake enterprises more profitable. Stated from the other 
point of view, insistence on big-profits-or-‘no-sale’ means 
that reaching for an unduly large increment to one’s prop- 
erty may entail as great or greater decrements from prop- 
erty already held. These phenomena, though denied or 
obscured in the calculus of many a corporate accounting 
department, still lie deep in the accumulated wisdom of 
the race, recorded in the story of Midas, in the fable of 
the dog with a bone who saw his reflection in the stream, 
and many others.” 

Yes, and perhaps in a very old saying: He that saveth 
his life shall lose it and he that loseth his life shall find it. 


Business Executives on Postwar Employment 


Nearly three-quarters of the nation’s “top-flight” busi- 
ness executives believe that, if given the opportunity, pri- 
vate business and industry can maintain reasonably full 
employment after the war, according to a poll just con- 
ducted by Fortune magazine. Opinion was canvassed by 
hallot among a permanent panel comprising nearly all the 
highest-ranking executives in the nation. .\mong other 
things the poll also discloses that: 

(1) 70.3 per cent of executives think that the United 


States will experience a “general hoom” after the postwar 
reconversion period. 

(2) 63.4 per cent expect business to enjoy less freedom 
after the war than it had in 1939, 

(3) 70.60 per cent want the United States to take an 
active part in a postwar international organization, backed 
by a strong police force ; and more than half favor a down- 
ward revision of tariffs after the war for the sake of all 
business. 

Iexecutives were confident in their replies to the ques- 
tion: “Allowing for a period of reconversion, do you be- 
lieve reasonably full employment after the war can be 
maintained by private business ?” 


1942,” Fortune comments. “In the Management Poll that 
month, almost three of every five executives expected 
fairly large unemployment.” 

Here is how executive opinion divided on the question 
of postwar boom or slump: 

“It seems likely that immediately after the war there 
will be a mixed condition of economic expansion and con- 
traction, depending on the area and the industry. Granted 
a period of two years for this condition, do you think we 
will eventually go into: 


All business Your business 


A general boom.......... 70.3 per cent 66.7 per cent 


“Though roundly optimistic about prosperity, our busi- 
ness executives are not hopeful about freedom and its 
essential corollary: opportunity,’ Fortune says. Asked 
how much freedom they thought business would have after 
the war, the executives replied: 


Less freedom than in 1939.............006. 63.4 per cent 
More freedom than in mo 


A similar outlook is revealed in the answers to the next 
question: “Flow much opportunity do you believe small 
manufacturers will have after the war?” 

All Management Manufacturing 


About the same opportunity. 45.1 per cent 46.1 per cent 
More opportunity .......... a 


The executives next were asked what they expect the 
American public to do in case the optimists should be 
wrong, and a depression should follow the war. “A large 
majority of management—72 per cent—bows to the obvi- 
ous: that demands for government relief will inevitably 
follow if once more we have many millions of unem- 
ployed,” Fortune summarizes. “Perhaps more striking 
than the majority vote, however, is the expectation of some 
kind of direct political action by the people—with more 
than two-fifths of the business leaders predicting a labor- 
dominated third party. 

“The executives are even clearer on what they would 
want from the government in the event of a depression,” 
Fortune continues. “These won majorities of the total 
vote: (1) economy, (2) tax relief, (3) hands off other- 
wise, Sizable minorities, however, went for a huge public- 
works program and a spread-the-work program, This 
measure of acceptance among businessmen of some sort of 
government depression-control action means that the man- 
agerial community is of unanimously opposed to giving 
tue al government a hand in the workings of the 
economy.” 
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